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Dear Ms. Boyd:

On March 5, 2008, the Public Service Commission ("the Commission") issued

an Order approving the issuance of common stock or borrowings of Palmetto States

Utility Services, Inc. ("PSUS") from its parent company, American States Utility

Services, Inc. ("ASUS"). A copy of the March 5, 2008 Order along with the

application by PSUS requesting the order is attached as Exhibit A.

The purpose of this letter is to notify the Commission of the issuance of

additional promissory notes consistent with the March 5, 2008 Order. As is provided

in the attached Order, the Commission approved PSUS issuing stock or borrowings

from ASUS in amounts up to $8 million. As a result of this Order, in 2008 PSUS

executed a promissory note in favor of ASUS in the amount of $5 million. PSUS

proposes to pay this existing note through the issuance of a new promissory note in

the amount of $5 million, a copy of which is attached herein as Exhibit B. In essence,

this is simply a renewal of the note previously approved.

In addition, in order to avoid notification to the Commission for each

promissory note which might be issued in the future, PSUS requests that the

Commission approve the issuance of the proposed $5 million promissory note

attached as Exhibit B and the issuance of future promissory notes in substantially the

same form so long as the cumulative borrowings by PSUS from ASUS do not exceed

the amounts approved in the March 5, 2008 Order.
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PSUS has discussed this matter with counsel in the Office of Regulatory Staff

who has indicated that it does not object to the request. I have copied Nanette

Edwards, Esquire, on this letter.

If you have any questions or require any further information or action, please

feel free to let me know. I appreciate your attention to this matter and look forward to

hearing from you.

Very truly yours,

Rick Reames II!

RR/shp
Enclosures

cc: Nanette Edwards, Esquire

Burnet R. Maybank III, Esquire (via email)

James B. Gallagher (via email)
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INRE:

BEFORE

THE PUBLIC SERVICE COMMISSION OF

SOUTH CAROLINA

DOCKET NO. 2007-425-WS - ORDER NO. 2008-148

MARCH 5, 2008

Application of Palmetto State Utility
Services, Inc. for Authority to Issue and Sell

Securities (Long-Term Debt or Equity)

) ORDER APPROVING

) ISSUANCE OF

) SECURITIES

This matter comes before the Public Service Commission of South Carolina (the

Commission) on the Application of Palmetto State Utility Services, Inc. (PSUS or the

Company) for a Certificate of Authority to sell common stock to or to borrowmoney

from its parent company, American States Utility Services, Inc. (ASUS), pursuant to 26

S.C. Code Ann. Regs. 103-506 and 103-706 (Supp. 2007) (the regulations).

Pursuant to the terms of the regulations, any utility desiring to issue any securities

may apply to the Commission for approval of the proposed issue by filing an Application

with the Commission and serving a copy on the Office of Regulatory Staff (ORS). Such

service on ORS was made by the Company. ORS has stated that it does not object to the

Company's Application.

PSUS states that it intends to sell common stock or borrow money from ASUS to

capitalize its operations at Fort Jackson, South Carolina. The proceeds of the sale or loan

will be used to fund the operations, maintenance, and capital improvements, if needed, of

the water distribution and wastewater systems at Fort Jackson. PSUS notes that if it opts

to borrow funds from ASUS, the term of the loan will be longer than twelve months.
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The Companyrequestspermissionand authorityto issue and sell up to

$8,000,000of commonstockto or to borrowup to $8,000,000from itsparentASUS,or

anycombinationthereofup to a totalof $8,000,000at suchtimesasPSUSmaydeem

necessaryor advisable,andexecute,deliver,andcarryoutsuchinstruments,documents

andagreementsasshallbenecessaryor appropriateto effectuatesuchsaleorborrowing

transactions.PSUS statesthat it requiresthis financingfrom ASUS to fulfill its

contractualobligationsto theFederalGovernment.

The Companyhassubmittedcertaininformationrequiredby the regulations

pursuantto averifiedstatementasrequiredby theregulations.First,with regardto the

amountandcharacterof thesecuritiesproposedto be issued,PSUSwill issueandsell

commonstockto its parentASUSor takelong term loansfrom its parentASUS at

prevailingmarket ratesbasedupon either (i) the Eurodollarrate plus .5 to 1.0%,

dependinguponthecreditratingof ASUS' parent,AmericanStatesWaterCompanyor

(ii) thehigherof Wells' FargoPrimeRateandthe FederalFundsRate.Thecombined

totalof stocksalesandloanswill notexceed$8,000,000.Withregardto thepurposefor

whichthesecuritiesareproposedto beissued,PSUSwill utilizethefinancingobtained

throughborrowingor issuanceof commonstock for the construction,completion,

extension,andimprovementof utility propertyandfacilitiespursuantto thetermsof its

contractwith theFederalGovernment.Fundsgeneratedmayalsobeusedto operateand

maintainexistingutility propertyandfacilities.Fundsgeneratedmay alsobeusedto

retire,refund,repurchase,redeem,orreduceoutstandingshorttermdebtof PSUS.
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As for the consideration for which the securities are to be issued, the common

stock will be sold to ASUS for a price based on book value of and capital needed by

PSUS. Any loans from ASUS to PSUS will be made upon the same terms as are set forth

in the revolving credit arrangements of ASUS' parent, American States Water Company.

PSUS contemplates that all borrowing made by PSUS from ASUS will be made pursuant

to the terms of a Promissory Note provided to the Commission or similar promissory

notes. With regard to the description and estimated value of the property to be acquired

through the proposed issue, PSUS intends that the construction, completion, extension,

maintenance, and improvement of utility property and facilities pursuant to the terms of

its contract with the Federal Government will result in improved service to Fort Jackson,

although a precise value cannot be given at this time.

As to terms and conditions of the issuance, anY common stock of PSUS sold to

ASUS will be sold for a price based upon book value of and capital needed by PSUS.

There will be no fees associated with the sale of stock. The terms of any loans taken by

PSUS from ASUS will comport with the terms shown in Attachment A to the Application

and will be at prevailing market interest rates available to American States Water

Company under the terms of its revolving credit arrangements at the time of the

borrowing.

With regard to the financial condition of PSUS and its operations, PSUS is a start-

up company which will be assigned the contract to maintain, own, and operate the water

distribution and wastewater facilities located on the federal enclave at Fort Jackson near

Columbia, South Carolina. PSUS has issued 100 shares of common stock to its parent
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ASUSin returnfor initial capitalizationof $100.PSUShasborrowed$150,783.15from

ASUSasof November26,2007,underthetermsof thePromissoryNote.

With regardto operations,it wasanticipatedthatPSUSwouldbeginoperations

on FortJacksononJanuary1,2008.ThefundsfromthisApplication,if granted,would

beusedto capitalizeandfinancethoseoperations.

PSUSsubmitsthat the purposesfor which the proposedissuanceof debtor

commonstockis to beaffectedasdescribedabove:

(a) Arefor a lawfulobjectwithinthecorporatepowersof PSUS;

(b) Arecompatiblewiththepublicinterest;

(c) ArenecessaryforPSUStoproperlyperformitsdutiesasapublicutility;

(d) Will not impairtheabilityof PSUStoperformitspublicutility service;and

(e) Are reasonablynecessaryandappropriateto provideadequatefundsfor the

describedcorporatepurposes.

Accordingly,PSUSurges this Commissionto enter its Order authorizing,

empowering,andpermittingPSUS(i) to issueandsellupto $8_.00,000of debtor equity

securitiespursuantto thetermsandconditionsdescribedin theApplicationatsuchtimes

asPSUSmaydeemnecessaryoradvisable,and(ii) toexecute,deliver,andcarryoutsuch

instruments,documents,andagreementsasshallbenecessaryor appropriateto effectuate

thesaleorborrowingtransactionor transactions.

We haveexaminedtheentirerecordin this matterandhaveconcludedthatthe

relief soughtby the Company's•Applicationshouldbe grantedasfiled. We therefore

grantPSUStherequisiteCertificateof Authorityasrequiredbytheregulations.
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We hold that the purposes for which the proposed issuance of debt or common

stock:

(a) Are for a lawful object within the corporate powers of PSUS;

(b) Are compatible with the public interest;

(c) Are necessary for PSUS to properly perform its duties as a public utility;

(d) Will not impair the ability of PSUS to perform its public utility service; and

(e) Are reasonably necessary and appropriate to provide adequate funds for the

described corporate purposes.

With regard to the character of the securities, PSUS will issue and sell common

stock to its parent ASUS or take long term loans from its parent ASUS at prevailing

market rates based upon either (i) the Eurodollar rate plus .5 to 1.0% depending on the

credit rating of ASUS' parent, American States Water Company, or (ii) the higher of

Wells' Fargo Prime Rate and the Federal Funds Rate. With regard to the amount

reasonable necessary for the purpose for which they are to be issued, we hold that

$8,000,000 worth of common stock or $8,000,000 in loans as described in the

Application, or a combilli'on, qf both up to a total of $8,000,000 is the amount

reasonably necessary for the purpose for which the securities are to be issued or the loans

incurred. We hereby empower PSUS to issue and sell up to $8,000,000 of debt or equity

securities pursuant to the terms and conditions described in the Application at such times

as PSUS may deem necessary or advisable, and PSUS may execute, deliver, and carry

out such instruments, documents, and agreements as shall be necessary or appropriate to

effectuate the sale or borrowing transaction or transactions. With regard to the value of
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anypropertyor servicesto beacquiredthroughtheproposedissue,PSUSintendsthatthe

construction,completion,extension,maintenance,andimprovementof utility property

andfacilitiespursuantto thetermsof itscontractwith theFederalGovernmentwill result

in improvedserviceto Fort Jackson,althougha precisevaluecannotbe givenat the

presenttime.

As notedby theregulations,the issuanceof theCertificateof Authorityby this

Commissionshallnot imposeor implyanyguarantyorobligationasto suchsecuritiesas

describedin thisOrderon thepartof thisCommission.

This Order shall remain in full force and effect until further Orderof the

•Commission.

BY ORDEROFTHECOMMISSION:

G.O'NealHamilton,Chairman

ATTEST:

c. ,.
C. Robert Moseley, Vice Chairna_

(SEAL)
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STATE OF SOUTH CAROLINA C)o-o rfl

BEFORE THE PUBLIC SERVICE COMMISSION OF SOUTH CARLA r_

DOCKET NO. Z_ _

In The Matter of ) rn t,o
) APPLICATION FOR AUTHORITY

Palmetto States Utility Services, Inc. ) TO ISSUE AND SELL SECURITIES
) (LONG-TERM DEBT OR EQUITY)

Palmetto State Utility Services, Inc. ("PSUS") requests the Public Service

Commission of South Carolina ("Commission") to authorize PSUS to sell common stock

to or to borrow money from its parent company, American States Utility Services, Inc.

("ASUS"), as set forth below, pursuant to S.C. Code Regs. 103-506 and 103-706. PSUS

is a public service company incorporated under the laws of the State of South Carolina.

A certified copy of its articles of incorporation is on file with the Commission.

1. PSUS intends to either sell common stock or borrow money from its

parent ASUS to capitalize its operations at Fort Jackson, South Carolina. The proceeds

of the sale or loan shall be used to fund the operations, maintenance and capital

improvements, if needed, of the water distribution and waste water systems at Fort

Jackson. Should PSUS opt to borrow funds from ASUS, the term of the loan will be

longer than twelve months.

2. PSUS applies to the Commission for permission and authority to:

a. Issue and sell up to $8,000,000 of common stock to or to borrow

up to $8,000,000 from its parent ASUS, or any combination thereof up to a total of

$8,000,000 at such times as PSUS may deem necessary or advisable; and



b. Execute,deliver,andcarryoutsuchinstruments,documentsand

agreementsas shallbe necessaryor appropriateto effectuatesuchsaleor borrowing

transactions.

3. PSUSrequiresthis financingfrom ASUS to fulfill its contractual

obligationsto the federalgovernment.As statedin its applicationfor a certificateof

publicnecessityandconvenience,PSUSisanewlyformedcompanyandwill financethe

proposedexerciseof the franchiseor right with assistancefrom its parentcompany,

ASUS. PSUSwill obtainthenecessaryfinancingthroughtheissuanceof stockto or

borrowingfromASUS.

4. As requiredby Regulations103-506and 103-706,PSUSsubmitsthe

informationbelowin supportof its applicationfor authorityto issueandsell common

stockto orborrowlongtermfundsfromASUS.

(a) TheAmount and Character of the Securities Proposed to be Issued.

PSUS will issue and sell common stock to its parent ASUS or take long term

loans from its parent ASUS at prevailing market rates based upon either (i) the Eurodollar

("LIBOR") rate plus .5 to 1.0% depending upon the credit rating of ASUS' parent,

American States Water Company, or (ii) the higher of Wells' Fargo Prime Rate and the

Federal Funds Rate. The combined total of stock sales and loans will not exceed

$8,000,000.

(b) The Purpose for Which the Securities are Proposed to be Issued.

PSUS will utilize the financing obtained through borrowing or issuance of

common stock for the construction, completion, extension and improvement of utility

property and facilities pursuant to the terms of its contract with the Federal Government.



Fundsgeneratedmayalsobeusedto operateandmaintainexistingutility propertyand

facilities. Fundsgeneratedmayalsobeusedto retire,refund,repurchase,redeemor

reduceoutstandingshorttermdebtof PSUS.

(c) TheConsiderationfor WhichtheSecuritiesareto beIssued.

ThecommonstockshallbesoldtoASUSfor apricebasedonbookvalueof and

capitalneededby PSUS.Any loansfromASUSto PSUSwill bemadeuponthesame

termsasaresetforth in therevolvingcreditarrangementsof ASUS'parent,American

States Water Company, a California corporation ("AWR"). A copy of the promissory

note dated August 6, 2007 between AWR and ASUS (the "Promissory Note") is attached

as Attachment A. Definitions of terms used in the Promissory Note are set forth in

Attachment B. PSUS contemplates that all borrowing made by PSUS from ASUS will

be made pursuant to the terms of the Promissory Note or similar promissory notes.

(d) The Description and Estimated Value of the Property, if any, to be

acquired through the Proposed Issue.

PSUS intends that the construction, completion, extension, maintenance and

improvement of utility property and facilities pursuant to the terms of its contract with the

Federal Government will result in improved service for Fort Jackson. A precise value

cannot be given at this time.

(e) The Terms and Conditions of the Issuance.

Any common stock of PSUS sold to ASUS will be sold for a price based upon

book value of and capital needed by PSUS. As there will be no placement to anyone

other than a related entity, there will be no fees or costs associated with the sale of stock.

The terms of any loans taken by PSUS from ASUS will comport with the terms shown in



AttachmentA andbe at prevailingmarketinterestratesavailableto AWR underthe

termsof its revolvingcreditarrangementsatthetimeof theborrowing.

TheFinancialConditionof PSUSandIts Operations,sofar as(0

Relevant.

(1) Financial Condition.

PSUS is a start up company which will be assigned the contract to maintain, own,

and operate the water distribution and waste water facilities located on the federal

enclave of Fort Jackson near Columbia, South Carolina. PSUS has issued 100 shares of

common stock to its parent ASUS in return for initial capitalization of $100. PSUS has

borrowed $150,783.15 from ASUS as of November 26, 2007, under the terms of the

Promissory Note.

(2) Operations.

It is anticipated that PSUS will begin operations on Fort Jackson on January 1,

2008. The funds from this application, if granted, will be used to capitalize and finance

those operations.

5. PSUS submits that the purposes for which the proposed issuance of debt

or common stock is to be affected as described above:

utility;

(a)

Co)

(c)

Are for a lawful object within the corporate powers of PSUS;

Are compatible with the public interest;

Are necessary for PSUS to properly perform its duties as a public

(d) Will not impair the ability of PSUS to perform its public utility

service;and

4



(e) Are reasonably necessary and appropriate to provide adequate

funds for the described corporate purposes.

6. All communications concerning this Application should be provided to:

Applicant's Representative: Granville R. Hodges, Jr.

Palmetto State Utility Services, Inc.

c/o American States Utility Services, Inc.
535 Anton Boulevard, Suite 150

Costa Mesa, California 92626

Phone: (741) 689-1188 ext. 105

Legal Counsel: Marcus A. Manos

NEXSEN PRUET, LLC

1230 Main Street, Suite 700 (29201)
Post Office Drawer 2426

Columbia, South Carolina 29202

Phone: (803) 253-8275

Fax: (803) 727-1467

MManos@nexsenpruet.com

WHEREFORE, PSUS prays that this Commission enter its order:

Authorizing, empowering and permitting the PSUS (i) to issue and sell up to

$8,000,000 of debt or equity securities pursuant to the terms and conditions described

herein at such times as the PSUS may deem necessary or advisable, and (ii) to execute,

deliver, and carry out such instruments, documents and agreements as shall be necessary

or appropriate to effectuate the sale or borrowing transaction or transactions.

Columbia, South Carolina

November __, 2007

Respectfully submitted,

Marcus A. Manos

NEXSEN PRUET, LLC
Post Office Drawer 2426

Columbia, South Carolina 29202

Phone: (803) 253-8275
Fax: (803) 727-1467

MManos@,nexsenpruet.com

Attorneys for Palmetto State Utility
Services, Inc.



VERIFICATION

With respectto theforegoingApplication,theundersignedcertifiesthatheholds

thepositionindicatedbelowhisname;thatheis authorizedto makethisverificationfor

andonbehalfof PalmettoStateUtility Services,Inc.; thathehasreadtheApplication

andknowsthecontentsthereof;andthatthesameis trueandcorrectto thebestof his

knowledgeandbelief.

Theundersigneddeclaresunderpenaltyof perjurythattheforegoingis trueand

correct.

ExecutedonNovember_______,2007,in theCityof SanElimas_ California.

By: _,_ _, bt)__

Floyd E. Wicks
President and Chief Executive Officer

Palmetto State Utility Services, Inc.

STATE OF CALIFORNIA )

COUNTY OF LOS ANGELES /

On November 26 , 2007, before me, Carol K. Canamar, Notary .Public

personally appeared FLOYD E. WICKS personally known to me (or proved to me on the

basis of satisfactory evidence) to be the person whose name is subscribed to the within

instrument and acknowledged to me that he executed the same in his capacity as

President and Chief Executive Officer of Palmetto States Utility Services, Inc., and that

by his signature on the instrument the entity upon behalf of which the person acted

executed the instrument.

My Commission Expires: June 20, 2009

Notary Public
Carol K. Uanamar



VERIFICATION

With respectto theforegoingApplication,theundersignedcertifiesthatheholds

thepositionindicatedbelowhisname;thatheis authorizedto makeIhisverificationfor

andonbehalfof PalmettoStateUtility Services,Inc.; thathehasreadtheApplication

andknowsthecontentsthereof;andthatthesameis trueandcorrectto thebestof his

knowledgeandbelief.

Theundersigneddeclaresunderpenaltyof perjurythattheforegoingis trueand

correct.

ExecutedonNovember___@,2007,in theCityof SanDimas,California.

RobertJ.Sprowls
ChiefFinancialOfficerandSecretary
PalmettoStateUtility Services,Inc.

STATEOFCALIFORNIA )

COUNTYOFLOSANGELES /

On November 26 __, 2007, before me, Carol K. Canamar, Notary Public

personally appeared ROBERT J. SPROWLS personally known to me (or proved to me

on the basis of satisfactory evidence) to be the person whose name is subscribed to the

within instrument and acknowledged to me that he executed the same in his capacity as

Chief Financial Officer and Secretary of Palmetto States Utility Services, Inc., and that

by his signature on the instrument the entity upon behalf of which the person acted

executed the instrument.

My Commission Expires: June 20, 2009

Notary Public
Carol K. Canamar



$5,000,000

PALMETTOSTATEUTILITY SERVICES,INC.

PROMISSORYNOTE

[ ],2oo7

FOR VALUE RECEIVED, PALMETTO STATE UTILITY SERVICES, INC., a

South Carolina corporation ("Company"), unconditionally promises to pay to AMERICAN
STATES UTILITY SERVICES, INC., a California corporation ("Payee"), on demand, in whole

or in part as set forth in such demand, or, if no demand is made or demand is made only in part,
on or before June 5, 2010 the lesser of(x) FIVE MILLION DOLLARS ($5,000,000) and

(y) the unpaid principal amount of all Advances outstanding hereunder. Capitalized terms used
herein without definition shall have the meaning given such terms under the Amended and

Restated Credit Agreement dated as of June 3, 2005 between American States Water Company, a

California corporation and parent of Payee ("AWR") and Wells Fargo Bank, National
Association, as Administrative Agent and Lead Arranger (the "Credit Agreement").

Company also promises to pay interest on the unpaid principal amount hereof,
from the date hereof until paid in full, at a fluctuating interest rate per annum that is at all times

equal to the interest rate paid by the Payee for such Advance. Interest on this Note shall be

payable in arrears as follows:

(a) interest accrued on each Alternate Base Rate Advance shall be due

and payable on each Monthly Payment Date,

(b) interest accrued on each Eurodollar Rate Advance which is for a term
of three months or less shall be due and payable on the last day of the applicable

Eurodollar Period,

(c) interest accrued on each other Eurodollar Rate Advance shall be due

and payable on the date on which is three months after the date such Eurodollar
Rate Advance was made (and, in the event that Payee is able to obtain a
Eurodollar Rate Advance of longer than six months, every three months thereafter

through the last day of the Eurodollar Period) and on the last day of the
Eurodollar Period,

(d) upon prepayment of any Advance; and

(e) at maturity.

In no event shall the interest rate payable on this Note exceed the maximum rate

of interest permitted to be charged under applicable law.

All payments of principal and interest in respect of this Note shall be made by
wire transfer to Payee's account number AC# 4038-142493 at Wells Fargo Bank, ABA
#121000248 or at such other place as shall be designated by Payee from time to time. Each

payment made hereunder shall be credited first to interest then due and the remainder of such

LAi:1141520.I 1



payment shall be credited to interest, and interest shall thereupon cease to accrue upon the

principal so credited.

Company shall have the right at any time and from time to time to prepay the

principal of this Note in whole or in part, without premium or penalty. Any prepayment
hereunder shall be accompanied by interest on the principal amount of the Note being prepaid to

the date of prepayment. Any amount prepaid hereunder may be reborrowed.

No failure or delay on the part of Payee or any other holder of this Note to

exercise any right, power or privilege under this Note and no course of dealing between

Company and Payee shall impair such fight, power or privilege or operate as a waiver of any

default or an acquiescence therein, nor shall any single or partial exercise of any such fight,

power or privilege preclude any other or further exercise thereof or the exercise of any other

right, power or privilege. The fights and remedies expressly provided in this Note are
cumulative to, and not exclusive of, any fights or remedies that Payee would otherwise have. No
notice to or demand on Company in any case shall entitle Company to any other or further notice

or demand in similar or other circumstances or constitute a waiver of the fight of Payee to any

other or further action in any circumstances without notice or demand.

Company and any endorser of this Note hereby consent to renewals and
extensions of time at or after the maturity hereof, without notice, and hereby waive diligence,

presentment, protest, demand and notice of every kind and, to the full extent permitted by law,
the fight to plead any statute of limitations as a defense to demand hereunder.

If any provision in or obligation under this Note shall be invalid, illegal or

unenforceable in any jurisdiction, the validity, legality and enforceability of the remaining

provisions or obligations, or of such provision or obligation in any other jurisdiction, shall not in

any way be affected or impaired thereby.

This Note shall be governed by, and shall be construed and enforced in

accordance with, the internal laws of the State of California, without regard to conflicts of laws

principles.

IN WITNESS WHEREOF, Company has caused this Note to be duly executed

and delivered by its officer thereunto duly authorized as of the date and at the place first written

above.

PALMETTO STATE UTILITY SERVICES, INC.

By:

Title:

LAI:1141520.1 2



TRANSACTIONS

ON
PROMISSORY NOTE

Amount
Borrowed this

Date

Amount of

Principal Paid this
Date

Outstanding
Principal Balance

this Date

Notation Made By

LAI:1141520.1 3



ATTACHMENT B

(Excerpts from Amended and Restated Credit Agreement dated as of June 3, 2005 between
American States Water Company and Wells Fargo Bank, National Association)

Interest Rate Provisions

(1) Except as otherwise provided in [the Credit Agreement], the unpaid principal amount

of any Alternate Base Rate Advance shall bear interest at a fluctuating rate per annum equal to
the Alternate Base Rate plus the Applicable Base Rate Margin.

(2) Except as otherwise provided in [the Credit Agreement], the unpaid principal amount

of any Eurodollar Rate Advance shall bear interest at a rate per annum equal to the Eurodollar
Rate for that Eurodollar Rate Advance plus the Applicable Eurodollar Rate Margin.

(3) If any installment of principal or interest ... is not paid when due, it shall bear
interest at a fluctuating interest rate per annum at all times equal to the sum of the interest rate

otherwise applicable thereto ... (or, if no interest rate is otherwise applicable thereto ...), the

Applicable Base Rate plus 2.00%.

Definitions

"Alternate Base Rate" means, as of any date of determination, the rate per annum

(rounded upwards, if necessary, to the next 1/100 th of 1%) equal to the higher of (a) the Prime
Rate in effect on such date and (b) the Federal Funds Rate in effect on such date plus _Aof 1%

(50 basis points).

"Applicable Base Rate Margin" means, with respect to any Alternate Base Rate Advance,

for each Pricing Period, the interest rate margin set forth below (expressed in basis points per

annum) opposite the Applicable Pricing Level for that Pricing Period:

Applicalple Pricing Level
I 0

II 0

III 0
IV 0

V 0

"Applicable Eurodollar Rate Margin" means, with respect to any Eurodollar Rate
Advance, for each Pricing Period, the interest rate margin set forth below (expressed in basis

points per annum) opposite the Applicable Pricing Level for that Pricing Period:

Applicable Pricing Level Marg_
I 50.0
II 62.5

III 75.0



IV 87.5
V 100.0

"ApplicablePricing Level1: means, for each Pricing Period the pricing level set forth

below opposite the Debt Rating achieved by American States Water Company ("AWR") as of
the first day of that Pricing Period:

Pricing Level Debt Rating

I

II

III
IV

V

Greater than or equal to A1/A+

Less than A 1/A+ but greater than or equal to A2/A
Less than A2/A but greater than or equal to A3/A-

Less than A3/A- but greater than or equal to
Baa2/BBB

Less than Baa2/BBB

"Eurodollar Base Rate" means with respect to any Eurodollar Rate Advance comprising
part of the same Borrowing, the interest rate per annum (rounded upward, if necessary, to the
nearest 1/100 th of 1% ) at which deposits in Dollars are offered by the Eurodollar Reference

Lender to prime banks in the Designated Eurodollar Market at or about 10:00 a.m. local time in

the Designated Eurodollar Market, two (2) Eurodollar Banking Days before the first day of the
applicable Eurodollar Period in an aggregate amount approximately equal to the amount of the

Advance to be made by the Eurodollar Reference Lender comprising part of the Borrowing and
for a period of time comparable to the number of days in the applicable Eurodollar Period.

"Eurodollar Rate" means, with respect to any Eurodollar Rate Advance comprising part

of the same Borrowing, an interest rate per annum (rounded upward, if necessary, to the nearest
1/100 th of one percent ) determined pursuant to the following formula: (i) the Eurodollar Base

Rate, divided by (ii) 1.00 minus the Eurodollar Reserve Percentage.

"Eurodollar Reserve Percentage" means, with respect to any Eurodollar Rate Advance

comprising part of the same Borrowing, the maximum reserve percentage (expressed as a
decimal, rounded upward, if necessary, to the nearest 1/100 th of one percent) in effect on the

Eurodollar Base Rate for the Borrowing of which such Eurodollar Rate Advance is a part is

determined (whether or not such reserve percentage is applicable to any Lender) under

regulations issued from time to time by the Federal Reserve Board for determining the maximum

reserve requirement (including any emergency, supplemental or other marginal reserve
requirement) with respect to Eurocurrency funding (currently referred to as "eurocurency
liabilities") having a term comparable to the Eurodollar Period for the Eurodollar Rate Advance.

"Federal Funds Rate" means, as of any date of determination, the rate set forth in the

weekly statistical release designated as H. 15(519), or any successor publication, published by the
Federal Reserve Board (including any such successor, "H. 15(519)') for such date opposite the

caption "Federal Funds "(Effective)". If for any relevant date such rate is not yet published in
H.15(519), the rate for such date will be the rate set forth in the daily statistical release

As of October [ ], 2007, AWR was rated A- by Standard & Poor's Ratings Agency Group ("S&P").

(-.
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designatedas the Composite3:30p.m.Quotationsfor U.S. GovernmentSecurities,or any
successorpublication,publishedbytheFederalReserveBankof NewYork(includinganysuch
successor,the"Composite3:30p.m.Quotation")for suchdateunderthecaption"FederalFunds
EffectiveRate". If onanyrelevantdatetheappropriateratefor suchdateisnotyetpublishedin
eitherH.15(519)or the Composite3:30p.m.Quotations,theratefor suchdatewill be the
arithmeticmeanof the rates for the last transaction in ovemight Federal funds arranged prior to

9:00 a.m. (New York City time) on that date by each of three leading brokers of Federal funds

transactions in New York City selected by the Administrative Agent.

"Prime Rate" means the rate of interest most recently announced within Wells Fargo, at

its principal office in San Francisco, California, as its "prime rate". The "prime rate" is one of
several base rates used by Wells Fargo and serves as the basis upon which effective rates of

interest are calculated for loans and other credits making reference thereto. The "prime rate" is

evidenced by the recording thereof after its announcement in such internal publication or

publications as Wells Fargo may designate.
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BEFORE

THE PUBLIC SERVICE COMMISSION

OF SOUTH CAROLINA

Docket No. 2007- -

co
C)
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o,

r_

IN RE: )

)
Application of Palmetto State Utility )
Services, Inc. For Certificate of Public)

Convenience and Necessity )

CERTIFICATE OF SERVICE

C)

The undersigned certifies that five copies of the Application For

Authority To Issue And Sell Securities (Long-Term Debt Or Equity)

has been served upon the below named via hand-delivery and electronic

mail, on the _day of November, 2007, address as follows:

OFFICE OF REGULATORY STAFF

1441 Main Street, Suite 300

Columbia, South Carolina 29201

Columbia, South Carolina

NEXSEN_PI_UET, LLC
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$5,000,000

ATTACHMENT A

PALMETTO STATEUTILITY SERVICES,INC.

DRAFT PROMISSORYNOTE DUE MAY 2013

MAY 27,2010

FORVALUE RECEIVED,PALMETTO STATEUTILITY SERVICES,INC., a
SouthCarolinacorporation("Company"), unconditionallypromisesto payto AMERICAN
STATESUTILITY SERVICES,INC., aCaliforniacorporation("Payee"),ondemand,in whole
or in part assetforth in suchdemand,or, if nodemandis madeor demandismadeonly in part,
onor beforeMay 27,2013thelesserof (x) FIVE MILLION DOLLARS ($5,000,000)and
(y) theunpaidprincipal amountof all Advancesoutstandinghereunder.Capitalizedtermsused
hereinwithout definition shallhavethemeaninggivensuchtermsundertheThird Amendedand
RestatedCreditAgreementdatedasof May 27,2010betweenAmericanStatesWaterCompany,
a Californiacorporationandparentof PayeeandWells FargoBank,NationalAssociation,as
AdministrativeAgentandLeadArranger(the"Credit Agreement"). ThisPromissoryNote
amendsandrestatesin its entiretythatPromissoryNotedatedAugust6, 2007.

Companyalsopromisesto pay intereston theunpaidprincipal amounthereof,from the
datehereofuntil paid in full, at a fluctuatinginterestrateperannumthatis atall timesequalto
the interestratepaid by thePayeefor suchAdvance. Interestonthis Noteshallbepayablein
arrearsasfollows:

(a) interestaccruedoneachAlternateBaseRateAdvanceshallbedue
andpayableoneachMonthly PaymentDate,

(b) interestaccruedoneachEurodollarRateAdvancewhich is for aterm
of threemonthsor lessshallbedueandpayableon thelastdayof theapplicable
EurodollarPeriod,

(c) interestaccruedon eachotherEurodollarRateAdvanceshallbedue
andpayableon thedateonwhich is threemonthsafterthedatesuchEurodollar
RateAdvancewasmade(and,in theeventthatPayeeis ableto obtaina
EurodollarRateAdvanceof longerthansix months,everythreemonthsthereafter
throughthelastdayof theEurodollarPeriod)andonthelastdayof the
EurodollarPeriod

(d) uponprepaymentof anyAdvance;and

(e) at maturity.

In no eventshallthe interestratepayableon thisNoteexceedthemaximumrate
of interestpermittedto bechargedunderapplicablelaw.

All paymentsof principalandinterestin respectof this Noteshallbemadeby
wire transferto Payee'saccountnumberAC# 4038-142493at Wells FargoBank,ABA
#121000248or at suchotherplaceasshallbedesignatedby Payeefrom timeto time. Each
paymentmadehereundershallbecreditedfirst to interestthendueandtheremainderof such



paymentshallbecreditedto interest,andinterestshallthereuponceaseto accrueuponthe
principal socredited.

Companyshallhavetheright at anytimeandfrom time to timeto prepaythe
principalof this Note in wholeor in part,without premiumor penalty. Any prepayment
hereundershallbeaccompaniedby interestontheprincipalamountof theNotebeingprepaidto
thedateof prepayment.Any amountprepaidhereundermaybereborrowed.

No failureor delayon thepartof Payeeor anyotherholderof thisNote to
exerciseanyright, poweror privilegeunderthisNoteandnocourseof dealingbetween
CompanyandPayeeshall impairsuchright, poweror privilegeor operateasawaiverof any
defaultor anacquiescencetherein,nor shallanysingleor partial exerciseof anysuchright,
powerorprivilege precludeanyotheror furtherexercisethereofor theexerciseof anyother
right, powerorprivilege. Therightsandremediesexpresslyprovidedin thisNoteare
cumulativeto, andnot exclusiveof, anyrightsor remediesthat Payeewouldotherwisehave.No
noticeto or demandonCompanyin anycaseshallentitle Companyto anyotheror furthernotice
or demandin similaror othercircumstancesor constitutea waiverof theright of Payeeto any
otheror furtheractionin anycircumstanceswithout noticeor demand.

Companyandanyendorserof thisNoteherebyconsentto renewalsand
extensionsof time at or afterthematurityhereof,without notice,andherebywaivediligence,
presentment,protest,demandandnoticeof everykind and,to the full extentpermittedby law,
theright to pleadanystatuteof limitationsasadefenseto demandhereunder.

If anyprovisionin or obligationunderthisNoteshallbeinvalid, illegalor
unenforceablein anyjurisdiction, thevalidity, legalityandenforceabilityof theremaining
provisionsor obligations,or of suchprovisionor obligationin anyotherjurisdiction, shallnot in
anywaybeaffectedor impairedthereby.

ThisNoteshallbegovernedby, andshallbeconstruedandenforcedin
accordancewith, the internallawsof theStateof California,without regardto conflictsof laws
principles.

IN WITNESSWHEREOF,CompanyhascausedthisNote to beduly executed
anddeliveredby its officer thereuntoduly authorizedasof the dateandat theplacefirst written
above.

PALMETTO STATE UTILITY SERVICES,INC.

By:

Title:
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